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SUMMARY
W h y Issued

The Auditing Standards Board is issuing this proposed statement on auditing standards (SAS) to provide
guidance to practitioners engaged to audit the financial statements of an entity that uses a service organization in connection with the processing of transactions. This proposed Statement also provides
guidance to auditors who issue reports for use by other auditors on procedures performed at service
organizations. Examples of such service organizations include bank trust departments that invest and
hold assets for employee benefit plans and electronic data processing service centers that process transactions and related data for user organizations.
W h a t It Does

This proposed Statement provides guidance to assist the auditor in —
• Considering the effect of a service organization on the internal control structure of a user
organization.
• Evaluating whether the available audit evidence is sufficient to obtain an understanding of the
internal control structure, assess control risk, and perform substantive procedures.
• Using a service auditor's report.
• Fulfilling the responsibilities of a service auditor.
How If Would Change Existing Standards

This proposed Statement would supersede SAS No. 44, Special-Purpose Reports on Internal Accounting
Control at Service Organizations. It differs from SAS No. 44 in that the proposed Statement —
• Incorporates the audit risk concept presented in SAS No. 47, Audit Risk and Materiality in Conducting
an Audit, as well as the terminology and concepts of SAS No. 55, Consideration of the Internal Control
Structure in a Financial Statement Audit.
• Requires a minimum six-month period of coverage for reports expressing an opinion on a description
of policies and procedures placed in operation at a service organization and tests of operating
effectiveness.
• No longer includes reports expressing an opinion on the system of internal accounting control of
a segment of a service organization in the classification "service auditors' reports." Such reports
commonly have been issued by auditors of bank trust departments and used by auditors of employee
benefit plans to fulfill their responsibility regarding internal control; however, these reports generally
do not provide the auditor with the means to obtain an understanding of the aspects of the internal
control structure at a service organization that may be relevant to a user organization. The appendix of
the proposed Statement illustrates the application of the proposed Statement to fiduciaries of employee
benefit plans subject to the requirements of the Employee Retirement Income Security Act (ERISA).

This exposure draft has been sent to —
• Practice offices of CPA firms.
• Members of AICPA Council and technical committees.
' State society and chapter presidents, directors, and committee
chairpersons.
• Organizations concerned with regulatory, supervisory, or
other public disclosure offinancial activities.
• Persons who have requested copies.

AICPA

American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
(212) 575-6200 Telex: 70-3396
Telecopier (212) 575-3846

February 27, 1991
Accompanying this letter is an exposure draft, approved by the Auditing Standards Board, of a
proposed statement on auditing standards titled Reports on the Processing of Transactions by Service
Organizations. This proposed Statement provides guidance on the factors an auditor should consider
when auditing the financial statements of an entity that uses a service organization in connection
with the processing of transactions. It also provides guidance to auditors who issue reports for use by
other auditors on procedures performed at service organizations.
A summary of the proposed Statement accompanies this letter. When adopted, the proposed Statement will
supersede SAS No. 44, Special-Purpose Reports on Internal Accounting Control at Service Organizations.
Comments or suggestions on any aspect of this exposure draft will be appreciated. To facilitate the
Auditing Standards Board's consideration of responses, comments should refer to specific paragraphs
and include supporting reasons for each suggestion or comment.
In developing guidance, the Auditing Standards Board considers the relationship between the cost
imposed and the benefits reasonably expected to be derived from audits. It also considers differences
that the auditor may encounter in the audit of the financial statements of small businesses and, when
appropriate, makes special provisions to meet those needs. Thus, the Board would particularly appreciate
comments on those matters.
Written comments on the exposure draft will become part of the public record of the Auditing Standards
Division and will be available for public inspection at the offices of the AICPA after June 27, 1991, for
one year. Responses should be sent to Judith Sherinsky, Technical Manager, Auditing Standards Division,
File 4315, American Institute of Certified Public Accountants, 1211 Avenue of the Americas, New York,
N.Y. 10036-8775, in time to be received by May 27, 1991.
Sincerely,

Donald L. Neebes
Chairman
Auditing Standards Board

Dan M. Guy
Vice President
Auditing Standards Division

PROPOSED STATEMENT O N AUDITING STANDARDS
REPORTS O N THE PROCESSING OF TRANSACTIONS BY SERVICE ORGANIZATIONS
1. This Statement provides guidance on the factors an independent
auditor should consider when auditing
the financial statements of an entity
that uses a service organization in
connection with the processing of
certain transactions. This Statement
also provides guidance for independent
auditors who issue reports for use
by other auditors on p r o c e d u r e s
performed that are related to the
processing of transactions by a service
organization. 1 This Statement supersedes Statement on Auditing Standards
(SAS) No. 44, Special-Purpose Reports
on Internal Accounting Control at Service
Organizations (AICPA, Professional
Standards, vol. 1, AU sec. 324).
2. For purposes of this Statement, the following definitions apply:
• User organization —The entity that
has engaged a service organization
and whose financial statements are
being audited
• User auditor—The
auditor who
reports on the financial statements
of the user organization
• Service organization—The
entity
(or segment of an entity) that
p r o v i d e s services to t h e u s e r
organization
• Service auditor—The auditor who
reports on the processing of transactions by a service organization
1

This Statement does not cover engagements
to —
• Express an opinion on all or part of an
entity's system of internal accounting
control.
• Issue a restricted report on all or part of an
entity's system of internal accounting
control based on preestablished criteria of
regulatory agencies.
Guidance for such engagements is provided
in SAS No. 30, Reporting on Internal Accounting Control (AICPA, Professional Standards,
vol. 1, AU secs. 642.03-642.46 and 642.54
-642.59). The concepts of SAS No. 55,
Consideration of the Internal Control Structure in a Financial Statement Audit (AICPA,
Professional Standards, vol. 1, AU sec. 319),
have a considerable effect on considerations
auditors should make in reporting on the
internal accounting control of an entity. The
Auditing Standards Board is developing
guidance to amend SAS No. 30 that will,
among other things, relate the concepts of
SAS No. 55 to those of SAS No. 30.

• Report on policies and procedures
placed in operation—A
service
a u d i t o r ' s r e p o r t on a s e r v i c e
organization's description of its
policies and procedures that may
b e relevant to a user's internal control structure, on whether they had
b e e n placed in operation as of a
specific date, and on whether they
are suitably designed to achieve
specified control objectives
• Report on policies and procedures
placed in operation and tests of
operating effectiveness—A
service
auditor's report on a service organization's description of its policies
a n d p r o c e d u r e s t h a t may b e
relevant to a user's internal control
structure, on whether they had
b e e n placed in operation as of a
specific date, on whether they are
s u i t a b l y d e s i g n e d to a c h i e v e
specified control objectives, and
on whether the tests of controls
performed by the service auditor
were appropriate in the circumstances to provide evidence of the
operating effectiveness of these
policies and procedures

ices provided are limited to execution
of client organization transactions
that are specifically authorized by the
client, such as t h e processing of
checking account transactions by a
bank or the execution of securities
transactions by a broker. This Statem e n t also is not intended to apply to
the audit of transactions arising from
financial interests in partnerships,
corporations, and joint ventures, such
as working interests in oil and gas
ventures, when proprietary interests
are accounted for and reported to
interest holders. Nevertheless, the
auditor of the holder of such an
interest may find the guidance in this
Statement useful.
4. This Statement is organized
into the following sections:
a.

• Obtain the necessary understanding of the user organization's internal control structure
to plan the audit

3. T h e guidance in this Statement is applicable to the audit of the
financial statements of an entity that
obtains either or both of the following
services from another organization:
• Executing transactions and maintaining the related accountability
• Recording transactions and processing related data
Service organizations that provide
such services include, for example,
bank trust departments that invest
and hold assets for employee benefit
plans or others, mortgage bankers
that service mortgages for others,
and electronic data processing (EDP)
service centers that process transactions and related data for others. T h e
guidance in this Statement may also
b e relevant to situations in which an
organization develops, provides, and
maintains the software being used
by client organizations. The provisions
of this Statement are not intended to
apply to situations in which the serv5

T h e user auditor's consideration
of t h e effect of the service organization on the internal control
structure of the user and the availability of sufficient evidence to —

• Assess control risk
• Perform substantive procedures
• D e t e r m i n e compliance with
laws and regulations to t h e
extent that such may b e
required
b.
c.

Considerations in using a service
auditor's report
Responsibilities of service auditors

THE USER AUDITOR'S
CONSIDERATION OF THE EFFECT
OF THE SERVICE ORGANIZATION
O N THE INTERNAL CONTROL
STRUCTURE OF THE USER AND
THE AVAILABILITY OF AUDIT
EVIDENCE
5. T h e user auditor should consider the discussion in paragraphs 6
through 22 when planning and performing the audit of an entity that
uses a service organization to process
its transactions.

6

The Significance of a Service
Organization to a Us&r's
Internal Control Structure
6. W h e n a user organization uses
a service organization, transactions
that affect the user organizations
financial statements are subjected to
policies and procedures that are, at
least in part, physically and operat i o n a l l y s e p a r a t e from t h e u s e r
organization. The relationship of the
p o l i c i e s a n d p r o c e d u r e s of t h e
service organization to those of the
user organization depends primarily
on the nature of the services provided
by the service organization. W h e n
those services are limited to recording
user transactions and processing the
related data, and the user organization
retains responsibility for authorizing
transactions and maintaining t h e
related accountability, there is a high
degree of interaction between the
control structure policies and
procedures at the service organization
and those at the user organization. In
t h o s e c i r c u m s t a n c e s , it may b e
possible for the user organization to
implement effective internal control
structure policies and procedures for
those transactions. W h e n the service
organization e x e c u t e s t h e user's
transactions and maintains the
related accountability, t h e r e is a
lower degree of interaction and it may
n o t b e p r a c t i c a b l e for t h e u s e r
organization to implement effective
internal control structure policies
and procedures for those transactions.
T h e degree of interaction as well as
the nature and materiality of the
transactions processed by the service
organization are the most important
factors in determining the significance
of the service organization's policies
and procedures to the user organization's internal control structure.

Planning the Audit
7. SAS No. 55, Consideration of
the Internal Control Structure in a
Financial Statement Audit (AICPA,
Professional Standards, vol. 1, AU sec.
319), states that an auditor should
obtain a sufficient understanding of
each of the three elements of the
entity's internal control structure to
plan the audit. This understanding
should include knowledge about the
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relevant policies, procedures, and
records and whether they have b e e n
placed in operation by the entity. In
planning the audit, such knowledge
should b e used to —
• Identify types of potential misstatements.
• Consider factors that affect the risk
of material misstatements.
• Design substantive tests.
8. If an entity uses a service
organization, certain policies, procedures, and records maintained by the
service organization may b e relevant
to the user organization's ability to
record, process, summarize, and report
financial data consistent with the
assertions embodied in the entity's
financial statements. In determining
the significance of these policies,
procedures, and records to planning
the audit, the user auditor may consider factors such as —
• The significance of the financial
statement assertions that are
affected by the policies and procedures at the service organization.
• The inherent risk associated with
the assertions affected by the policies and procedures at the service
organization.
• T h e nature of the services provided by the service organization
and w h e t h e r they are highly standardized and used extensively by
many user organizations or unique
and used only by a few.
• T h e extent to w h i c h t h e u s e r
organization's i n t e r n a l c o n t r o l
structure interacts with the policies and procedures at the service
organization.
• T h e user organization's internal
control s t r u c t u r e policies a n d
procedures that are applied to the
transactions affected by the service organization's activities.
• T h e terms of the contract between
the user and the service organization (respective responsibilities,
extent of discretion to initiate
transactions, and other representations of the service organization).
• T h e service organization's capability and capacity, including the —
— Size of the organization.
— Record of performance.
— Insurance coverage.

—Financial stability.
• The user auditor's prior experience with the service organization.
• T h e extent of auditable data in the
user organizations possession.
• The existence of specific regulatory requirements that may dictate
the application of audit procedures beyond those required to
comply with generally accepted
auditing standards.
9. The user auditor should also
consider the available information
about the policies and procedures
at the service organization, including
(a) the information in the user's possession, such as user manuals, system
overviews, and technical manuals,
and (b) the existence of third-party
reports related to the service organization, such as reports by service
auditors, internal auditors (the user's
or t h e service organization's), or
regulatory authorities.
10. After considering the above
factors and evaluating the available
information, the user auditor may
conclude that h e or she has a means
to obtain a sufficient understanding
of the internal control structure to
plan the audit. If the user auditor
concludes that information is not
available to obtain a sufficient understanding to plan the audit, the user
auditor should consider requesting
that the service organization have its
auditor perform procedures to supply
the necessary information, or the user
auditor may visit the service organization and perform such procedures.
If the user auditor is unable to obtain
sufficient evidence to achieve his or
her audit objectives, the user auditor
should qualify his or her opinion or
disclaim an opinion on the financial
s t a t e m e n t s b e c a u s e of a s c o p e
limitation.

Evidence to Assess Control Risk
1 1 . After obtaining an u n d e r s t a n d i n g of t h e i n t e r n a l c o n t r o l
structure, the user auditor assesses
control risk for the assertions embodied in t h e account balances and
classes of transactions, including
those that are affected by the activities
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of the service organization. In doing
so, the user auditor may identify
certain policies and procedures that,
if effective, would permit the user
auditor to assess control risk below
the maximum for particular assertions.
Such policies and procedures may be
applied at either the user organization or the service organization. The
user auditor may conclude that it
would be efficient to obtain evidential
matter about the operating effectiveness of these policies and procedures
to provide a basis for the assessment
of control risk below the maximum.
12. A service auditor's report on
policies and procedures placed in
operation at the service organization
should be helpful in providing a sufficient understanding to plan the
audit of the user organization. Such a
report, however, typically does not
provide any evidence of the operating
effectiveness of the relevant policies
and procedures to allow the user
auditor to reduce the assessed level of
control risk. Such evidential matter
should be derived from one or more
of the following:
a. Performing tests of the user
organization's controls over the
activities of the service organization (for example, the user auditor
may test the user organizations
independent reperformance of
selected items processed by
an EDP service center or test
the user organization's reconciliation of output reports to source
documents)
b. Obtaining a service auditor's
report on policies and procedures
placed in operation and tests of
operating effectiveness or a report
on the application of agreedupon procedures that describes
relevant tests of controls
c. Visiting the service organization
and performing appropriate tests
of controls
13. The user organization may
establish effective controls over the
service organization's activities that
may be tested and that will enable the
auditor to reduce the assessed level of
control risk below the maximum for
certain or all of the related assertions.
If a user organization, for example,

uses an EDP service center to process
payroll transactions, the user organization may establish internal control
policies and procedures over input
and output data that are intended to
prevent or detect material misstatements. The user organization might
reperform the service organization's
payroll calculations on a test basis. In
this situation, the user auditor may
perform tests of the user organization's
controls over data processing that
would provide a basis for assessing
control risk below the maximum for
the assertions related to payroll
transactions. The user auditor may
decide that obtaining evidence of the
operating effectiveness of the service
organization's control policies and
procedures, such as those over
changes in payroll programs, is not
necessary or efficient.
14. The auditor may find that
policies and procedures relevant to
assessing control risk below the
maximum for particular assertions
are applied only at the service organization. If the auditor plans to assess
control risk below the maximum for
those assertions, the auditor should
evaluate the operating effectiveness
of those policies and procedures by
obtaining a report of another independent auditor that describes the
results of the other auditor's tests
of those policies and procedures
(that is, a report on policies and
procedures placed in operation and
tests of operating effectiveness or an
agreed-upon procedures report) or
by performing tests of controls at
the service organization. If the user
auditor decides to use a service
auditor's report, the user auditor
should consider the extent of the
evidence provided by the report about
effectiveness of those controls that are
intended to prevent or detect material
misstatements in the particular
assertions. The user auditor remains
responsible for evaluating the evidence
presented by the service auditor and
for determining its effect on the
assessment of control risk at the user
organization.
15. The user auditor's assessments of control risk regarding
assertions about account balances or
classes of transactions are based on
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the combined evidence provided by
the service auditor's report and the
user auditor's own procedures. In
making these assessments, the user
auditor should consider the nature,
source, and interrelationships among
the evidence, as well as the period
covered by the tests of controls. Then,
the user auditor should use the
assessed levels of control risk, as well
as his or her understanding of the
internal control structure, in determining the nature, timing, and extent
of substantive tests for particular
assertions.
16. The guidance in SAS No. 55,
paragraphs 46 through 55, regarding
the auditor's consideration of the sufficiency of evidential matter to support
a specific assessed level of control risk
is applicable to user auditors in considering evidential matter provided by
a report on policies and procedures
placed in operation and tests of
operating effectiveness. Because
the service auditor's report may be
intended to satisfy the needs of
several different user auditors, user
auditors should determine whether
the specific tests of controls and
results in the service auditor's report
are relevant to assertions that are
significant in the user's financial
statements. For those specific tests of
controls and results that are relevant,
user auditors should consider
whether the nature, timing, and
extent of such tests of controls and
results provide appropriate evidence
about the effectiveness of the policy
or procedure to support the user
auditor's desired assessed level of
control risk. In evaluating these
factors, user auditors should also
consider that, for certain assertions,
the shorter the period covered by a
specific test and the longer the time
elapsed since the performance of the
test, the less support for control risk
reduction the test may provide.

Other Audit Evidence User
Auditors May Obtain Through the
Involvement of Service Auditors

17. Service auditors may be
engaged to perform procedures that
are substantive in nature for the
benefit of user auditors. Such engagements may involve the service auditor's
performance of procedures agreed
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upon by the user and its auditor
and by the service organization
and its auditor. In addition, there
may be requirements imposed by
governmental authorities or through
contractual arrangements, such as
the Uniform Single Audit Program for
Mortgage Bankers, whereby service
auditors perform certain procedures,
as delineated by such programs, that
are substantive in nature. In such
instances, the user organization
should instruct the service auditor to
make specific reference to having
carried out the required procedures
and include evidence of exceptions
considered to be significant in
reporting to the user. The evidence of
the application of the required
procedures to balances and transactions processed by the service
organization may be used by user
auditors as a part of the evidence
necessary to support their opinions.
18. The service auditor may also
be engaged to perform procedures
and to communicate to user auditors
information that relates to compliance with laws and regulations. 2
These can be the results of either
agreed-upon procedures or requirements of governmental authorities. A
user auditor may use such evidence
in fulfilling his or her responsibilities.
CONSIDERATIONS IN USING A
SERVICE AUDITOR'S REPORT

19. In considering whether the
service auditor's report is satisfactory
for his or her purposes, the user auditor should make inquiries concerning
the service auditor's professional
reputation. Appropriate sources of
information concerning the professional reputation of the service
auditor are discussed in paragraph
10a of SAS No. 1, Codification of
Auditing Standards and Procedures
(AICPA, Professional
Standards,
vol. 1, AU sec. 543, "Part of Audit
Performed by Other Independent
Auditors").

2

If applicable, the auditor should refer to SAS
No. 63, Compliance Auditing Applicable to
Governmental Entities and Other Recipients of
Governmental Financial Assistance (AICPA,
Professional
Standards,
vol. 1, AU
sec. 801).
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20. In considering whether the
service auditor's report is sufficient to
meet his or her objectives, the user
auditor should give consideration
to the guidance in paragraph 12 of
SAS No. 1, AU sec. 543.12. If the user
auditor believes that the service
auditor's report may not be sufficient
to meet his or her objectives, the user
auditor may supplement his or her
understanding of the service auditor's
procedures and conclusions by discussing with the service auditor the
scope and results of the service
auditor's work. Also, if the user auditor
believes it is necessary, the user auditor may request the service auditor to
perform agreed-upon procedures at
the service organization or the user
auditor may perform such procedures.
2 1 . In assessing whether a
service organization's policies and
procedures, when considered in
conjunction with a user's internal
control structure policies and procedures, represent matters considered
to constitute reportable conditions,
the user auditor should consider the
guidance provided in SAS No. 60,
Communication of Internal Control
Structure Related Matters Noted in an
Audit (AICPA, Professional Standards,
vol. 1, AU sec. 325).
22. In reporting on the audit of
the financial statements, the user
auditor should not make reference
to the report of the service auditor
as a basis, in part, for his or her own
opinion. The service auditor's report is
used in the audit, but the service auditor is not responsible for examining a
portion of the financial statements as
of any specific date or for any specified period. Thus, there cannot be a
meaningful indication of a division
of responsibility for the audit of the
financial statements.
RESPONSIBILITIES OF SERVICE
AUDITORS

23. The service auditor is responsible for the representations in his
or her report to user auditors and
for due care in the application of
procedures that support those representations. Although the nature of
the service auditor's service differs
from an audit of financial statements in

accordance with generally accepted
auditing standards, it should be performed in accordance with the general
standards and the relevant fieldwork
and reporting standards. Although
the service auditor should be independent from the service organization,
it is not necessary for the service
auditor to be independent from each
user organization.
24. The type of engagement to be
performed and the type of report to
be prepared should be established by
the service organization. However, if
circumstances permit, discussions
between the service organization and
user organizations are advisable to
determine the type of report that will
be most suitable for the user organizations' needs. There are two types of
reports that may be considered:
a. Reports on policies and procedures placed in operation—A
service auditor's report on a
service organization's description
of the policies and procedures
that may be relevant to a user's
internal control structure, on
whether they had been placed in
operation as of a specific date,
and on whether they are suitably
designed to achieve specified
control objectives. Such reports
may be useful in providing a user
auditor with the understanding
of the policies and procedures
necessary to plan the audit and to
design effective tests of controls
and substantive tests at the user
organization, but they generally
do not provide the user auditor
with a basis for reducing his or
her assessments of control risk.
b. Reports on policies and procedures placed in operation and
tests of operating effectiveness —A
service auditor's report on a
service organization's description
of the policies and procedures
that may be relevant to a user's
internal control structure, on
whether they had been placed in
operation as of a specific date, on
whether they are suitably designed
to achieve specified control objectives, and on whether the tests of
controls performed by the service auditor were appropriate in
the circumstances to provide
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evidence of the operating effectiveness of these policies and
procedures. These reports may
be useful in providing the user
auditor with an understanding
of the policies and procedures
necessary to plan the audit. Such
reports may also provide a basis
for the user auditor to reduce his
or her assessments of control risk
based on the evidence of the
operating effectiveness of policies and procedures at the service
organization.
Reports on Policies and
Procedures Placed in Operation

25. The information necessary
for a report on policies and procedures placed in operation ordinarily
is obtained through discussion with
appropriate service organization personnel and reference to various forms
of documentation, such as systems
flowcharts and narratives.
26. After obtaining a description
of the relevant policies and procedures, the service auditor should
determine whether the description
provides sufficient information for
users and their auditors to obtain an
understanding of the aspects of the
service organization's policies and
procedures that may be relevant to
a user's internal control structure.
The description should contain a
discussion of the features of the
service organization's policies and
procedures that would have an effect
on the user organization's internal
control structure. Such features are
relevant when they directly affect the
service provided to the user. They may
include features generally considered
a part of the control environment,
specific activities that may represent
a user's accounting system or a portion
thereof, and specific policies and
procedures designed to control such
functions. Control-environment-type
elements may include hiring practices, policies and procedures over
modification of programs, and the
involvement of internal auditors.
Accounting system elements would
include how user transactions are
initiated and processed. The control
structure policies and procedures
that are employed by a service organization ordinarily are designed to

meet specific control objectives. The
specific control objectives of the service organization should be set forth in
connection with the description of
relevant policies and procedures.
27. Procedures to determine
whether the policies and procedures
are placed in operation ordinarily
would include tracing a limited
number of transactions for each of
the principal types of transactions by
examining supporting documents,
records maintained, and reports generated and by making inspections,
observations, and corroborative inquiries at or near the date specified in
the report. These procedures need
not be supplemented by tests of the
operating effectiveness of the controls
for the type of report described in
paragraph 24a.
28. Although a service auditor's
report on policies and procedures
placed in operation is as of a specified
date, the service auditor should
inquire about changes in the service
organization's policies and procedures
that may have occurred before the
beginning of fieldwork. If the service
auditor believes the changes are
significant to user auditors' audits,
the changes should be included in
the description of the service organization's policies and procedures. If
the service auditor concludes that
the changes are significant, and the
changes are not included in the
description of the service organization's policies and procedures, the
service auditor should describe these
changes in his or her report. Such
changes might include —
• Procedural changes made to
accommodate provisions of a new
Statement of Financial Accounting
Standards.
• Major changes in an application to
permit on-line processing.
• Procedural changes to eliminate
previously identified deficiencies.
Changes that occurred more than
twelve months before the date being
reported on normally would not be
considered significant because they
generally would not affect user auditors' procedures.
29. A service auditor's report
expressing an opinion on a descrip-
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tion of policies and procedures
placed in operation at a service
organization should contain—
a. A specific reference to the applications, services, products, or
aspects of the service organization covered.
b. A description of the scope and
nature of the service auditor's
procedures.
c. An indication that the purpose of
the service auditor's engagement
was to determine whether (1) the
service organization's description
presents fairly, in all material
respects, the aspects of the service organization's policies and
procedures that may be relevant to
a user's internal control structure,
(2) those policies and procedures
had been placed in operation as
of a specific date, and (3) the
policies and procedures were
suitably designed to meet specified control objectives.3
d. A disclaimer of opinion on the
operating effectiveness of the
policies and procedures.
e. The service auditor's opinion on
whether the description presents
fairly the relevant aspects of the
service organization's policies and
procedures as of a specific date
and whether, in the service auditor's opinion, the policies and
procedures have been suitably
designed to provide reasonable
assurance that the stated control
objectives specified by the service
organization would be achieved
if the control policies and procedures were complied with
satisfactorily.
f.

A statement of the inherent limitations of the potential effectiveness
of policies and procedures at the
service organization and of the
risk of projecting any evaluation of
the description to future periods.

3

As an alternative, a service auditor may be
engaged to report on a description of policies
and procedures placed in operation at a service organization and limit the scope of the
engagement to exclude an opinion on the
suitability of the design of control structure
policies and procedures to meet specified
control objectives. In such instances, the
auditor should see paragraph 40 for further
guidance.
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g. A statement of the parties for
whom the report is intended.
30. If the service auditor believes
that the description is inaccurate or
is not sufficiently complete for user
auditors, his or her report should so
state, and should give sufficient detail
to provide users with an appropriate
understanding.
31. When considering
the
description, it may b e c o m e evident
that the system was designed with the
assumption that certain control
procedures would b e implemented
by the user. If the service auditor is
aware of the need for such complementary user procedures, reference
to this requirement should b e delineated in the attached description. If the
application of procedures by users is
necessary to achieve the stated control
objectives, the service auditor's report
should b e modified to include this
additional phrase following the words
"complied with satisfactorily" in
paragraph 29e: ". . . and users applied
the control procedures contemplated
in the design of service organization
policies and procedures."
32. The service auditor should
consider conditions that come to his
or h e r attention that, in the service
auditor's judgment, represent significant deficiencies in the design or
operation of the service organizations
policies and procedures that preclude
the service auditor from obtaining
reasonable a s s u r a n c e t h a t stated
control objectives would b e met. T h e
service auditor should also consider,
irrespective of stated control objectives, whether information comes to
his or her attention that causes the
service auditor to conclude that there
are design deficiencies that could
adversely affect the ability to record,
p r o c e s s , s u m m a r i z e , or r e p o r t
financial data to user organizations
without error and for which it is
not generally e x p e c t e d that user
organizations would have policies
and procedures in place to mitigate
such deficiencies.
3 3 . T h e d e s c r i p t i o n of t h e
policies a n d p r o c e d u r e s and t h e
stated control objectives required for
these reports may b e prepared by the

service organization. If the service
auditor prepares the necessary
description of the policies and procedures and stated control objectives,
the representations in the description remain the responsibility of the
service organization.
Reporting on Suitability of Design to
Meet Specified Control Objectives
34. For the service auditor to
express an opinion on the suitability
of the design of control structure
policies and procedures to accomplish specific control objectives, it is
necessary that—
a.

b.

c.

T h e service organization identify
and appropriately describe such
control objectives.
The service auditor consider the
linkage of the policies and proc e d u r e s to the stated control
objectives.
The service auditor obtain sufficient evidence to reach an opinion.

35. T h e specific control objectives may b e established by t h e
service organization or may b e in
response to specific requirements
established by outside parties such as
regulatory authorities, a user group,
or other relevant organizations. In the
absence of specific control objectives
established by the aforementioned
outside parties, the service auditor
should b e satisfied that the control
objectives, as set forth by the service
organization, are reasonable in the
circumstances and consistent with
the service organization's contractual
obligations, if any.
36. T h e service auditor's report
should refer only to the suitability
of the design of control structure
policies and procedures intended to
accomplish specific control objectives
and not to the suitability of the design
of applications or processes to meet
objectives beyond t h e specifically
identified control objectives.
37. The service auditor's opinion
on the suitability of the design of control structure policies and procedures
to m e e t specific control objectives is
not intended to provide evidence of
operating effectiveness and thus provide the user auditor with a basis to

conclude that control risk may be
assessed at less than the maximum.
38. T h e following is a sample
report on policies and procedures
p l a c e d in operation at a service
organization. It should b e assumed
that the report has, as an attachment,
a description of those policies and
procedures at the service organization
that may b e relevant to a user's internal
control structure. This report is illustrative only and should b e modified as
appropriate to suit the circumstances
of individual engagements.
To the XYZ Loan Servicer:
We have examined the accompanying description of the system application of the XYZ Loan Servicer listed in
the accompanying table of contents.
Our examination included procedures
to obtain reasonable assurance about
whether the accompanying description
presents fairly, in all material respects,
the aspects of XYZ Loan Servicer's
policies and procedures that may be
relevant to a user's internal control
structure and whether they had been
placed in operation as of
Our examination was performed in
accordance with standards established
by the American Institute of Certified
Public Accountants and included those
procedures we considered necessary in
the circumstances to obtain a reasonable basis for rendering an opinion.
As part of our examination, we also
considered the description of control
structure policies and procedures
designed to achieve stated control
objectives specified by
Our
examination included procedures to
obtain reasonable assurance that the
control structure policies and procedures were suitably designed to
achieve the specified control objectives, if the control procedures were
complied with satisfactorily.
We did not perform procedures
designed to determine the effectiveness of policies and procedures for any
period. Accordingly, we express no
opinion on the operating effectiveness
of any aspects of XYZ Loan Servicer's
policies and procedures, individually
or in the aggregate.
In our opinion, the accompanying
description of the aforementioned
application presents fairly, in all material respects, the relevant aspects of
XYZ Loan Servicer's policies and
procedures that had been placed in
operation as of
Also, in our
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opinion, the control structure policies
and procedures, as described, are suitably designed to provide reasonable
assurance that the specified control
objectives would be achieved if the
described control structure policies
and procedures were complied with
satisfactorily.
The aforementioned information is
as of
and any projection of
such information to the future is subject to the risk that, because of change,
the description may no longer portray
the system in existence. The potential
effectiveness of specific policies and
procedures at the service organization
is subject to inherent limitations and,
accordingly, errors or irregularities
may occur and not be detected. Furthermore, the projection of any conclusions
based on our findings to future periods
is subject to the risk that changes may
alter the validity of such conclusions.
This report is intended solely for
use by the management of XYZ Loan
Servicer, its customers, and the independent auditors of its customers.
39. If, after applying the criteria
in paragraph 32, the service auditor
concludes that there are significant
deficiencies in the design or operation of t h e service organization's
policies and procedures, h e or she
should report those conditions in an
explanatory paragraph preceding the
opinion paragraph. An example of an
explanatory paragraph describing a
significant deficiency in the design or
operation of the service organization's policies and procedures follows:
As described in appendix A of the
accompanying description, from time
to time the Loan Servicer makes
changes in application programs to
correct for deficiencies or to enhance
capabilities. The procedures followed
in determining whether to make
changes, designing the changes, and
implementing them do not include
review and approval by authorized
individuals who are independent from
those involved in making the changes.
There are also no specified requirements to test such changes or provide
test results to an authorized reviewer
prior to implementing changes.
In addition, the first sentence of the
opinion paragraph would b e modified to read as follows:
In our opinion, except for the deficiency referred to in the preceding
paragraph, the accompanying descrip-

tion of the aforementioned application
presents fairly, in all material respects,
the relevant aspects of XYZ Loan
Servicer's policies and procedures
that had been placed in operation as
of
40. A service auditor may b e
engaged to report on a description of
policies and procedures at a service
organization and to limit the scope of
the engagement to exclude an opinion on the suitability of the design of
control structure policies and proced u r e s to m e e t specified c o n t r o l
objectives. In such instances, t h e
following paragraph would replace
the present second paragraph of the
sample report.
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transactions by examining supporting
documents, records maintained, and
reports generated; tests of controls;
and other means of investigation.
SAS No. 39, Audit Sampling (AICPA,
Professional Standards, vol. 1, AU
sec. 350), provides guidance for the
application and evaluation of audit
s a m p l i n g in p e r f o r m i n g tests of
controls.

Reports on Policies and
Procedures Placed in Operation
and Tests of Operating
Effectiveness

42. After obtaining a description
of the relevant policies and procedures, the service auditor should
determine whether the description
provides sufficient information for
users and their auditors to obtain an
understanding of the aspects of the
service organization's policies and
procedures that may b e relevant to a
user's i n t e r n a l control s t r u c t u r e .
T h e description should contain a
discussion of t h e features of the
service organization's policies and
procedures that would have an effect
on the user organization's internal
control structure. Such features are
relevant when they directly affect the
service provided to the user. They may
include features generally considered
a part of the control environment,
specific activities that may represent
a user's accounting system or a portion
thereof, and specific policies and
procedures designed to control such
functions. Control-environment-type
elements may include hiring practices,
policies and procedures over modification of programs, and the involvement
of internal auditors. Accounting system
elements would include how user
transactions are initiated or processed.
T h e control structure policies and
procedures that are employed by a
service organization ordinarily are
designed to m e e t specific control
objectives. T h e specific c o n t r o l
objectives of the service organization
should b e set forth in connection with
the description of relevant policies
and procedures.

4 1 . T h e information necessary
for a report on policies and procedures placed in operation and tests of
operating effectiveness ordinarily is
obtained through discussion with
a p p r o p r i a t e s e r v i c e organization
personnel; reference to various forms
of documentation such as system
flowcharts and narratives; tracing

43. Although a service auditor's
report on policies and procedures
p l a c e d in operation and tests of
operating effectiveness is as of a
specified date, the service auditor
should inquire about changes in the
service organization's policies and
procedures that may have occurred
before the beginning of fieldwork.

We were not engaged to determine
the suitability of the design of XYZ
Loan Servicer's policies and procedures
to meet control objectives as they relate
to the needs of users and therefore we
express no opinion on the suitability
of design.
In addition, the following sentences
would b e deleted from the sample
report.
Also, in our opinion, the control structure policies and procedures, as
described, are suitably designed to
provide reasonable assurance that the
specified control objectives would be
achieved if the described control structure policies and procedures were
complied with satisfactorily.
The potential effectiveness of specific
policies and procedures at the service
organization is subject to inherent
limitations and, accordingly, errors or
irregularities may occur and not be
detected. Furthermore, the projection
of any conclusions based on our findings to future periods is subject to the
risk that changes may alter the validity
of such conclusions.
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If the service auditor believes the
changes are significant to user
auditors' examinations, the changes
should be included in the description
of the service organization's policies
and procedures. If the service auditor
concludes that the changes are
significant, and the changes are not
included in the description of the
service organization's policies and
procedures, the service auditor
should describe these changes in his
or her report. Such changes might
include —

fairly, in all material respects, the
relevant aspects of the service
organization's policies and procedures as of a specific date and
whether, in the service auditor's
opinion, the policies and
procedures have been suitably
designed to provide reasonable
assurance that the stated control
objectives specified by the service
organization would be achieved if
the control structure policies and
procedures were complied with
satisfactorily.

• Procedural changes made to
accommodate provisions of a new
Statement of Financial Accounting
Standards.
• Major changes in an application to
permit on-line processing.
• Procedural changes to eliminate
previously identified deficiencies.

e. A reference to a description of
tests performed at the service
organization to obtain evidence
of the effectiveness of specific
policies and procedures, including a statement that the service
auditor believes the tests of
controls were appropriate in
the circumstances to provide
evidence of the operating effectiveness of the specific policies
and procedures. The description
should include an indication
of the nature, timing, extent, and
results of the tests, as well as
sufficient detail to enable user
auditors to determine their effect
on the user auditor's assessment
of control risk.

Changes that occurred more than
twelve months before the date being
reported on normally would not be
considered significant because they
generally would not affect user auditors' procedures.
44. A service auditor's report
expressing an opinion on a description of policies and procedures
placed in operation at a service
organization and tests of operating
effectiveness should contain —
a. A specific reference to the applications, services, products, or
aspects of the service organization covered.
b. A description of the scope and
nature of the service auditor's
procedures.
c. An indication that the purpose of
the service auditor's engagement
was to determine whether (1) the
service organizations description
presents fairly, in all material
respects, the aspects of the
service organization's policies
and procedures that may be relevant to a user's internal control
structure, (2) those policies and
procedures had been placed in
operation as of a specific date, and
(3) the policies and procedures
were suitably designed to meet
specific control objectives.
d. The service auditor's opinion on
whether the description presents

f.

A statement of the period covered
by the report, which should be, at
a minimum, a six-month period.
g. A disclaimer of opinion on the
effectiveness of specific service
organization policies and procedures as they affect assessments
of control risk at any individual
user organization.
h. A statement of the inherent limitations of the potential effectiveness
of policies and procedures at the
service organization and of the
risk of projecting any evaluation of
the description to future periods.
i. A statement of the parties for
whom the report is intended.
45. If the service auditor believes
that the description is inaccurate or is
not sufficiently complete for user
auditors, the service auditor's report
should so state and should provide
sufficient detail to provide users with an appropriate understanding.

46. When considering the
description, it may become evident
that the system was designed with
the assumption that certain control
procedures would be implemented
by the user. If the service auditor is
aware of the need for such complementary user procedures, reference to
this requirement should be delineated
in the attached description. If the
application of procedures by users is
necessary to achieve the stated control objectives, the service auditor's
report should be modified to include
an additional phrase following the
words "complied with satisfactorily"
in paragraph 44d: ". . .and users
applied the control procedures
contemplated in the design of service
organization policies and procedures."
47. The service auditor should
consider conditions that come to his
or her attention that, in the service
auditor's judgment, represent significant deficiencies in the design or
operation of the service organization's
policies and procedures that preclude
the service auditor from obtaining
reasonable assurance that stated
control objectives would be met. The
service auditor should also consider,
irrespective of stated control objectives, whether information comes to
his or her attention that causes the
service auditor to conclude that there
are design deficiencies that could
adversely affect the ability to record,
process, summarize, or report financial
data to user organizations without
error and for which it is not generally
expected that user organizations
would have policies and procedures
in place to mitigate such deficiencies.
48. The description of the policies
and procedures and the stated control objectives required for these
reports may be prepared by the service
organization. If the service auditor
prepares the necessary description of
the policies and procedures and stated
control objectives, the representations
in the description remain the responsibility of the service organization.
Reporting on Suitability of Design to
Meet Specified Control Objectives
49. For the service auditor to
express an opinion on the suitability
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of the design of control structure
policies and procedures to accomplish specific control objectives, it is
necessary that—
a.

b.

c.

The service organization identify
and appropriately describe such
control objectives.
The service auditor consider the
linkage of the policies and procedures to t h e stated control
objectives.
T h e service auditor obtain sufficient evidence to reach an opinion.

50. The specific control objectives
may b e established by the service
organization or may be in response to
specific requirements established by
outside parties such as regulatory
authorities, a user group, or other relevant organizations. In the absence of
specific control objectives established
by the aforementioned outside parties,
the service auditor should be satisfied
that the control objectives, as set
forth by the service organization, are
reasonable in the circumstances and
consistent with the service organization's contractual obligations, if any.
51. The service auditor's report
should refer only to the suitability
of the design of control structure
policies and procedures intended to
accomplish specific control objectives and not to the suitability of the
design of applications or processes to
meet objectives beyond the specifically identified control objectives.
52. T h e service auditor's opinion
on suitability of the design of control
structure policies and procedures to
meet specific control objectives is not
intended to provide evidence of operating effectiveness and thus provide
the user auditor with a basis to
conclude that control risk may b e
assessed at less than the maximum.
Evidence that would enable the user
auditor to conclude that control risk
may b e assessed at less than the maxim u m may b e obtained from t h e
results of specific tests of operating
effectiveness.
53. The service auditor generally
should select for testing those control
policies and procedures that in his or
her j u d g m e n t would have the greatest
effect on user auditors' assessments

of control risk. Testing ideally should
b e applied to control policies and
procedures existing throughout the
period being covered by the report,
which should, at a minimum, cover a
six-month period.
54. T h e following is a sample
report on policies and procedures
p l a c e d in operation at a service
organization and tests of operating
effectiveness. It should b e assumed
that the report has two attachments:
(a) a description of those policies and
procedures at the service organization
that may be relevant to a user's internal
control structure, and (b) a description
of the policies and procedures for
which tests of controls were performed
and a description of the tests applied
and their results. This report is illustrative only and should b e modified as
appropriate to suit the circumstances
of individual engagements.
To the XYZ Service Center:
We have examined the accompanying
description of the system application of
the XYZ Service Center listed in the
accompanying table of contents. Our
examination included procedures to
obtain reasonable assurance about
whether the accompanying description
presents fairly, in all material respects,
the aspects of XYZ Service Center's
policies and procedures that may be
relevant to a user's internal control
structure and whether they had been
placed in operation as of
Our
examination was performed in accordance with standards established by
the American Institute of Certified
Public Accountants and included those
procedures we considered necessary in
the circumstances to obtain a reasonable basis for rendering an opinion.
As part of our examination, we also
considered the description of control
structure policies and procedures
designed to achieve stated control
objectives specified by
Our
examination included procedures to
obtain reasonable assurance that the
control structure policies and procedures were suitably designed to
achieve the specified control objectives, if the control procedures were
complied with satisfactorily.
In our opinion, the accompanying
description of the aforementioned
application presents fairly, in all material respects, the relevant aspects of
XYZ Service Center's policies and
procedures that had been placed in
operation as of
Also, in our
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opinion, the control structure policies
and procedures, as described, are suitably designed to provide reasonable
assurance that the specified control
objectives would be achieved if the
described control structure policies
and procedures were complied with
satisfactorily.
In addition to the procedures considered necessary to render our opinion as
expressed in the previous paragraph,
we applied tests to specific policies and
procedures as listed in Schedule X to
obtain evidence about their effectiveness for the six-month period ended
September 30, 19XX. We believe our
procedures were appropriate in the
circumstances. The specific policies
and procedures and the nature, timing,
extent, and results of tests applied are
listed in Schedule X. This information
has been provided to users of the XYZ
Service Center and their auditors to
be taken into consideration along with
information about the internal control
structure at user organizations when
making assessments of control risk for
user organizations.
The relative effectiveness and significance of specific policies and procedures
at XYZ Service Center and their effect
on assessments of control risk at user
organizations is dependent upon interaction with policies and procedures
and other factors at individual user
organizations. We have performed no
procedures to evaluate the effectiveness
of policies and procedures at individual
user organizations. Accordingly, we
express no opinion on the effectiveness
of specific policies and procedures of
XYZ Service Center as they affect
assessments of control risk at any
individual user organization.
The aforementioned information is
as of
_ _ and any projection of
such information to the future is subject to the risk that, because of change,
the description may no longer portray
the system in existence. The potential
effectiveness of specific policies and
procedures at the service organization
is subject to inherent limitations and,
accordingly, errors or irregularities
may occur and not be detected. Furthermore, the projection of any conclusions
based on our findings to future periods
is subject to the risk that changes may
alter the validity of such conclusions.
This report is intended solely for use
by the management of XYZ Service
Center, its customers, and the independent auditors of its customers.
55. If, after applying the criteria
in paragraph 47, the service auditor
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concludes t h e r e are significant deficiencies in the design or operation of
the service organization's policies
and procedures, the service auditor
should report those conditions in an
explanatory paragraph preceding the
opinion paragraph. An example of an
explanatory paragraph describing a
significant deficiency in the design or
operation of the service organization's policies and procedures follows:
As described in appendix A of the
accompanying description, from time
to time the Service Center makes
changes in application programs to
correct for deficiencies or to enhance
capabilities. The procedures followed
in determining whether to make
changes, designing the changes, and
implementing them do not include
review and approval by authorized
individuals who are independent from
those involved in making the changes.
There are also no specified requirements to test such changes or provide
test results to an authorized reviewer
prior to implementing changes.
In addition, the first sentence of the
opinion paragraph would b e modified to read as follows:
In our opinion, except for the deficiency referred to in the preceding
paragraph, the accompanying description of the aforementioned application
presents fairly, in all material respects,
the relevant aspects of XYZ Service
Center's policies and procedures that
had been placed in operation as
of
Other Information in Service
Auditors' Reports
56. T h e service auditor may also
b e requested to apply substantive
procedures to user transactions or
assets at the service organization or to
perform tests of compliance with laws
and regulations affecting the processing of user transactions. In such circumstances, t h e service auditor's
report should provide a description of
the nature, timing, extent, and results
of the tests in sufficient detail to b e
useful to user auditors in planning
their own procedures.
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Written Representations of the
Service Organization's
Management
57. Regardless of t h e t y p e of
report issued, the service auditor
s h o u l d ordinarily o b t a i n w r i t t e n
r e p r e s e n t a t i o n s from t h e service
organization's management that—
• Acknowledge responsibility for
establishing and maintaining
appropriate control structure policies and procedures relating to the
processing performed for users.
• Acknowledge the appropriateness
of the stated control objectives.
• State that management has disclosed to the service auditor any
significant changes in policies and
p r o c e d u r e s that have o c c u r r e d
since their last examination.
• State that management has disclosed to the service auditor any
irregularities by service organization m a n a g e m e n t or employees
who have significant roles in the
policies and procedures relevant
to the processing performed for
user organizations.
• State that management has disclosed to the service auditor all
material weaknesses 4 in the policies and procedures of which they
are aware, i n c l u d i n g t h o s e for
which management believes the
cost of c o r r e c t i v e a c t i o n may
exceed the benefits.
Reporting on Substantive
Procedures or Compliance
With Laws and Regulations
58. T h e service auditor may also
b e requested to apply substantive
4

SAS No. 60, Communication of Internal
Control Structure Related Matters Noted in
an Audit (AICPA, Professional Standards,
vol. 1, AU sec. 325), defines a material weakness as a reportable condition in which the
design or operation of one or more of the
internal control structure elements does not
reduce to a relatively low level the risk that
errors or irregularities in amounts that would
be material in relation to the financial statements being audited may occur and not be
detected within a timely period by employees
in the normal course of performing their
assigned functions.

procedures to user transactions or
assets at the service organization or to
perform tests of compliance with laws
and regulations affecting the processing of user transactions. In such circumstances, the service auditor
should provide a separate report in
accordance with SAS No. 35, Special
Reports—Applying
Agreed-upon
Procedures to Specified
Elements,
Accounts, or Items of a Financial
Statement
(AICPA,
Professional
Standards, vol. 1, AU sec. 622), that
includes a description of the nature,
timing, extent, and results of the tests
in sufficient detail to be useful to the
user auditor in planning his or h e r
own procedures.

EFFECTIVE DATE
59. This Statement is effective
for audits of financial statements for
periods beginning after
,
19XX, and for independent accountants' reports on the processing of
transactions by service organizations
as of a date after
, 19XX, or
for a period ending after that date.
Early application of this Statement is
permissible.

APPENDIX
APPLICATION OF THE STATEMENT TO FIDUCIARIES OF EMPLOYEE BENEFIT PLANS
SUBJECT TO THE REQUIREMENTS OF THE
EMPLOYEE RETIREMENT INCOME SECURITY ACT (ERISA)
1. This appendix to the Statement
has been developed to provide guidance in engagements involving reports
on descriptions of the control structure
of fiduciaries providing services to
employee benefit plans subject to the
requirements of the Employee Retirement Income Security Act of 1974
(ERISA). Control-structure-related
information about fiduciaries involved
in ERISA plans subject to the audit
r e q u i r e m e n t s of t h e Act may b e
necessary in certain circumstances
for auditors of such benefit plans
to discharge their responsibilities.
This appendix focuses on factors
t h a t auditors should c o n s i d e r in
determining the need for controlstructure-related information about
a fiduciary and provides guidance
to service auditors in reporting on
control-structure-related matters of
fiduciaries.

accordance with generally accepted
auditing standards.

2. The factors to b e considered, in
conjunction with those in paragraph 8
of this Statement, in determining the
need for specific information about
the control structure of a fiduciary by
an auditor of a benefit plan include —

6. T h e following is an illustrative
example of a table of contents that
may b e appropriate for a description
of the control structure related to
employee benefit plan accounts of a
bank serving as a trustee of benefit
plans:

• The extent to which the plan maintains sufficient records in support
of the plan's assets and transactions
involving such assets.
• The extent to which the fiduciary
has b e e n granted discretionary
authority to execute transactions
without the specific involvement
of the plan administrator at the
time of such transactions.
• The nature and extent of information furnished to the plan about
custody of assets, recordkeeping
for assets, and transactions by the
fiduciary and the degree to which
the information is verifiable by the
plan auditor.
3. After considering the foregoing
factors, the auditor should determine
whether information about the control
structure of the fiduciary is necessary
to plan the audit of the benefit plan in

4. If it is considered necessary
to have c o n t r o l - s t r u c t u r e - r e l a t e d
information about the fiduciary, the
auditor should request that the plan
administrator obtain such information or arrange for the plan auditor
to obtain directly the information
considered necessary.
5. To anticipate the needs of plan
auditors and to avoid the need to
r e s p o n d to n u m e r o u s individual
requests of various plan auditors, a
fiduciary may engage a service auditor to report on a description of the
aspects of the control structure of the
fiduciary that are related to employee
benefit plan accounts. In such circumstances the service auditor should
follow the guidance in this Statement.

Auditor's Report
Purpose and Objectives of the Description of Control Structure Features
Relating to Employee Benefit Plan
Accounts
General Description of Fiduciary
Services Provided to Employee
Benefit Plan Accounts
Control Objectives to Be Achieved by
Control Structure Policies and
Procedures
General Description of Aspects of the
Control Environment of
Trust Company That Are Relevant to
Employee Benefit Plan Accounts
Description of Control Structure
Features by Function
Account Administration
Asset Custody and Control
Asset Management and Investment
Income Collection
Asset Recordkeeping and Reporting
Participant Recordkeeping
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Benefit Payments
Other*
Description of Control Structure
Features Applicable to Common and
Collective Funds
General Controls Over Data Processing Activities Relating to Employee
Benefit Plan Accounts
Procedures Employed to Monitor
Adherence to ERISA Requirements
for Fiduciaries and Plans
Exhibits:
Overview Flowchart of Plan Accounting
System
Overview Flowchart of Asset Management and Control System
7. The following is an illustrative
example of what may b e discussed
u n d e r t h e caption " P u r p o s e and
Objectives of t h e D e s c r i p t i o n of
Control Structure Features Relating
to Employee Benefit Plan Accounts."
This Description of the Control
Structure of the
Trust Company, as it relates to Employee Benefit
Plan Accounts, has been prepared
to provide information for use by
plan sponsors, administrators, and
plan auditors in discharging their
responsibilities.
The description is intended to
provide auditors of employee benefit
plans with information about the
control structure features of the fiduciary functions provided by
Trust Company. It is represented in a
level of detail deemed sufficient for the
auditors to obtain an understanding of
our control structure and its features in
order to plan their audits. It has been
prepared taking into consideration
the guidance contained in AICPA
Statement on Auditing Standards
No
, Reports on the Processing of
Transactions by Service Organizations,
and the requirements of Statement on
Auditing Standards No. 55, Consideration
of the Internal Control Structure in a
Financial Statement Audit.
As this description is intended to
focus on features relevant to the control
structure, it does not encompass all
* Insurance companies, for example, may
provide services of an actuarial nature.
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aspects of the services provided or
procedures followed for employee
benefit plan accounts.
8. Following is an illustrative outline of what may b e discussed under
the caption "General Description
of Aspects of the Control Environment of a Trust Company That Are
Relevant to Employee Benefit Plan
Accounts."
Organizational Alignment of Employee
Benefit Plan Services Within
Trust Company
Oversight of Board of Directors
Chain of Command Within
Trust Company
Organizational Policies
Corporate Policies Relevant to Hiring,
Training, Advancement, and Assignment of Responsibilities
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Corporate Code of Conduct
Essential Features
Monitoring
Internal Audit Involvement With
Employee Benefit Plan Accounts
and Related Functions
Regulatory Supervision and Examination of Employee Benefit Plan
Related Activities
9. The guidance in paragraphs 41
through 55 should b e followed when
the service auditor is engaged to perform tests of operating effectiveness
of specified controls.
10. If the service auditor is not
engaged by the fiduciary to report on
the suitability of the design of control
structure policies and procedures to
meet specified control objectives, the

guidance in paragraph 40 should b e
followed.
11. In the event that the service
auditor identifies the existence of
prohibited transactions, as that term
is defined in ERISA regulations, and
t h e service organization has not
communicated the existence of such
transactions to plan sponsors and
administrators, the service auditor
should follow the guidance in SAS
No. 54, Illegal Acts by Clients (AICPA,
Professional Standards, vol. 1, AU
sec. 317).

